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AGENDA | TEM

Work plan for MedPAC s specialty hospital study
-- Julian Pettengill, Carol Carter

M5. CARTER: The MVA asked us to exam ne specialty
hospitals. And what was defined in the law was for us to | ook at
cardi ac, orthopedic and surgery hospitals.

The context for this study is the foll ow ng: specialty
hospitals, practically physician-owned hospitals, represent a
smal | but growi ng share of the hospital industry. GAO reported
| ast year that the nunber of specialty hospitals had tripled and
now nunmber 100. And there were 20 additional ones under
devel opnent .

Anot her piece of context is the Stark anti-self-referral
law. This | aw prohibits physicians fromreferring Medicare
patients for certain services to facilities in which they have a
financial interest. Hospitals are excluded fromthis ban. The
i dea being that an individual physician gains very little from
t he range of services provided by a hospital.

Lawrakers may have different views and concerns about
specialty hospitals. In the MVA, Congress inposed an 18-nonth
nor at ori um on excl udi ng new hospitals fromthe Stark self-
referral ban. As a result, hospitals are subject to the ban,
effectively freezing the devel opnent of specialty hospitals.

Congress al so requested two studies. HHS was asked to | ook
at referrals and the differences between specialty and community
hospitals in the anbunt of unconpensated care and the quality of
care that they provide.

We were asked to | ook at five areas, hospital costs by DRG
and to conpare physician-owned and community hospitals costs for
the different types of specialty hospitals. W were asked to
| ook as patient selection within a broad category such as heart
cases and to conpare the m x of cases at specialty and community
hospitals. W were asked to | ook at payer m x and the financi al
i npact of specialty hospitals on community hospitals. And
finally, we were asked to determ ne how the inpatient PPS m ght
be refined to better reflect hospital costs.

Qur report is due in February of next year.

In the last several nonths, we've nmet with various
representatives of specialty and commttee hospitals and these
are the thenmes that we've heard. Supporters told us that the
devel opnment of specialty hospitals is often physician driven.
Sonme physicians want to inprove the efficiency of the services
and have becone frustrated by the barriers they face in making
i nprovenents at the hospitals where they practi ce.

Supporters contend that specialty hospitals focus on the
types of cases that they do well and that this concentration has
many benefits. For exanple, they have inproved facility designs,
staff experienced in treating a specific type of patient and
st andar di zed care processes that produce services nore
efficiently. These features also result in quality of care that
i s conmparable or higher than the care provided at other



hospitals. And these sanme features also result in higher patient
and physician satisfaction.

Sonme specialty hospitals acknow edge that they do sel ect
certain types of patients but contend that this is responsible
practice because specialty hospitals have fewer services such as
backup capability and consulting physicians on staff. Patients
who are likely to need these services are referred el sewhere so
that they are not exposed to unnecessary risk by having been
admtted to a hospital that cannot handl e their conplex nedical
condi tion.

Supporters noted that sonme specialty hospitals avoid
entering small markets where community hospitals are week. In
such situations the community hospital mght fail and it would
| eave the specialty hospital to provide services that they are
not ready to take on.

This is what the specialty hospital critics told us. They
mai ntai n that the devel opnent of specialty hospitals is driven by
physi cians' desire to raise their incones. To this end they
argue that specialty hospitals select profitable DRGs and within
t hose the unconplicated | ower cost of cases, |eaving community
hospitals to treat the unprofitable patients.

Critics also note that specialty hospitals are less likely
to offer certain services |ike energency room and unconpensat ed
care. And because profitable cases were selected and treated at
specialty hospitals, conmmunity hospitals have di m nished
financial ability to furnish these services or to afford the
ki nds of inprovenents that woul d nake them nore |ike specialty

hospitals.
This brings us to our study. Qur first task is to define a
specialty hospital. Based on the nandate |anguage, we w || focus

our study on physician-owned hospitals. W w Il exam ne cardi ac,
ort hopedi ¢ and surgical hospitals. W wll base our definition
on specialty hospitals on the degree of concentration, that is
the share of a hospital's discharges in a single clinical area.
Though our definition will be based on | ooking at the

di stributions of shares across hospitals, it cannot avoid being
somewhat arbitrary.

For conparison hospital groups, as requested in the mandate,
we w || conpare physician-owned specialty hospitals with al
community hospitals in their markets. But because this conmunity
hospital group is very heterogeneous, we plan to conpare
physi ci an-owned hospitals with two other groups of hospitals.
First, community hospitals that are equally concentrated but not
physi ci an-owned. This will allow us to exam ne equally
concentrated hospitals but different in terns of their ownership.

A second group, particularly to exam ne the inpact of
specialty hospitals on conpetitors in their markets, will | ook at
community hospitals in the same market that provide conparable
services. These are the hospitals that specialty hospital s nost
directly conpete with

In different analysis, we plan to | ook at different
conparison groups and, for exanple, in looking at quality of care
and maybe conpetition we mght focus on specific types of



services within even the specialty hospital range of services.

Now Julian will sumrarize the studies that we have pl anned.
MR. PETTENG LL: As we described in the mailing, we have
anal yses planned in six areas identified on this slide. 1In

addition to that, we plan to nmake site visits to several markets
wher e physi ci an-owned specialty hospitals are located. This site
visits will give us the opportunity to interview people in the
specialty hospitals and in |ocal community hospitals to better
understand the notivations and the dynam cs of this phenonenon.

Now what |'d |like to do is briefly wal k you through the six
anal ytic areas identified here.

Once we have a working definition of a physician-owned
specialty hospitals and the conparison groups of comunity
hospitals, we will begin with sonme descriptive anal yses of the
characteristics of the specialty hospitals and the narkets in
which they are |ocated. Hospital characteristics would include
things like the nunber of hospitals, their |ocations, size,
services offered and that sort of thing. W wll also have sone
information on their ownership arrangenents and their Medicare
and mar ket shares. For the markets we plan to contrast
mar kets with and without specialty hospitals and will be able to
assess whether they are rural or urban in character, population
characteristics of the people living in the area, and sone ot her
features of the market and regul atory environment.

The next topic is patient selection. This part of the study
will exam ne differences in DRG case-m x and severity of illness
wi thin DRGs between physician-owned specialty hospitals and the
community conparison groups. Mst of this analysis will focus on
Medi care data, Medicare case-mx and illness severity using
claims fromthe 2002 MedPAR fil e.

For a few states we may al so exam ne case-m x and severity
di fferences between specialty and conmunity hospitals for the
popul ati on covered by private payers.

In a third part of the study we will be |ooking at
differences in profitability across DRGs under Medicare's
i npatient prospective paynent systemand we'll also | ook at
whet her private payers paynent rates appear to follow a simlar
pattern across DRGs.

For the Medicare inpatient prospective paynent system we
will use data fromthe clains and the hospital's cost reports to
estimate paynents costs and profitability across and within DRGs.
For the private payers analysis we will be using the pattern of
paynents per case in private insurance clainms and wll conpare
that with the pattern under Medicare.

If we find substantial differences in profitability in the
PPS we will then exam ne potential refinements to the DRG
definitions and to the way the weights are cal cul ated that m ght
make profitability nore uniformacross DRGs and thereby reducing
paynent incentives for favorable selection and specialization.

The next part of the study will address the quality of
care. And here we'll be |ooking, to the extent possible, at
differences in the quality of care between physici an- owned
specialty hospitals and our conparison group of our conmunity
hospitals. W wll use many of the sane nortality and patient



safety indicators that the Conm ssion used in its quality chapter
of the March report this year. Qur ability to find quality
differences in this analysis will be limted you understand, of
course, because we're likely to have relatively few physician-
owned specialty hospitals and correspondingly small nunber of
cases to work with here in which we're trying to find relatively
rare events. Kind of a bad conbination.

W will also |ook at differences in length of stay, transfer
rates and di scharge di sposition of patients.
And then, as we were asked to do, we will also exam ne the

effects that speC|aIty hospi tal s have when they enter the market
on beneficiary service use, program spending and, of course, the
comunity hospitals' financial outcones. Agai n, our ablllty to
find much here to answer these questions will be limted because
nost specialty hospitals haven't been around for nore than a few
years. Consequently, we don't have very much information to work
with in terns of cost report data and so forth.

W may be able to take a case study kind of approach in a
few markets where specialty hospitals have been around for four
or five years and we may have to be satisfied with that because
there's sinply no other data avail abl e.

Anot her way to get some sense about sone of the potenti al
out cones, at |east regarding substitution across sites of service
and i npact on program spending, is to | ook at what's happened
with the entry of ASCs into narkets. The advantage there is that
ASCs have been growing rapidly for a long tine. They have been
around a | ot |onger and we have nuch nore data to look at. And
of course, they are of interest in their ow right. That's the
one study that Ariel tal ked about yesterday. So we'll be doing
t hat .

And then finally the |last area, we weren't asked
specifically to do this, this is sonething that HHS was asked to
do. But it's awful hard to talk about this topic w thout going
into the origins and evolution of the self-referral policy. It's
a very inportant part of the context. |It's also one area of
policy in which nodifications m ght be nmade to address the
underlying i ssue of whether specialization of this kind is
appropriate and how one mght limt it. So we will have an
anal ysis of the origins and evolution of the policy.

W wi il also have sone anal ysis of other strategies that
some of the states have been considering. This would include
things like requiring all hospitals to have a staffed energency
room and other restrictive policies that sort of raise the
barrier to entry.

Now we' d be happy to take any questions or coments or
suggesti ons.

DR. NEWHOUSE: | have a couple of suggestions. One is in
the analysis of cost. It wasn't clear in the draft you
circulated but I think you should use costs in the acute care
hospital before allocation. That is conceptually you want to
know what costs woul d have been incurred in the acute care
hospital but for the care noving out. So you do not want fixed
costs in that comparison

And ny guess is that the unallocated costs are a better



approxi mati on of that than the allocated costs. But you should
use your judgnent. --

M5. CARTER So you're tal king about the allocation of
over head, not the allocation to Medicare?

DR. NEWHOUSE: Correct.

My second suggestion is on the control group. There was a
di scussion and, in fact, you alluded to it in your presentation,
of using a control group of community hospitals where specialty
hospitals are located. | actually think you want two conpari son
groups. You'd like to look at community hospitals where there's
nore and where there's fewer specialty hospitals to | ook at an
i npact .

MR. MIULLER | think you did an excellent job of |aying out
t he study design.

Goi ng by anal ogy back to sone of our concerns seven or eight
years ago about whether we have the right risk adjustnment in the
managed care plans and whether there's a | ot of opportunities by
careful case selection to profit handsonely fromthe Medicare
program | think we should also | ook at to what extent the
specialty hospitals can underm ne the whol e PPS system because
obviously you get it in sonme part here.

But in a system based on averages the extent to which one
can ride bel ow the averages and take off cases that do not --

t ake cases and aggregate themin a way, as you point out in your
anal ysis, by having this just in three specialties, many of them
not having a w der range of services, not having emergency roons
and so forth, a lot of the conplexity that goes into a nore
general setting is obviously not witnessed -- | nean, | shouldn't
presune it but it may not be witnessed there. The GAO study
showed that as well.

So I'd you to consider conmenting on the study as to what
extent this noment can, in fact, undermne the whole integrity of
the PPS system

M5. BURKE: | won't repeat it but I, in fact, was going to
make the same point that Ral ph was going to make. | do want to
understand that sort of fundanental question about whether this
real ly does underm ne the whol e thought as to how we built the

PPS system
But at the risk of repeating yesterday's argunents, | wonder
whet her there is anything that we will learn here or that we

could learn here that would informus as well on the issues
relating to the LTCHs.

There are simlar kinds of questions about market analysis,
about inpact on the community hospitals. And | wondered if there
isn"t, as we |look at both of these issues and build an
understanding of the markets in the comunity hospitals and what
has happened in terns of service mx, whether there isn't sone
benefit sort of both sides |ooking for sonme of these issues
t oget her and perhaps | ooking to what extent there are
simlarities or answers that m ght be gl eaned from either study
that woul d hel p the other.

MR. PETTENG LL: | think sonme of the analysis of DRG
profitability and case selection within DRGs and that sort of
thing would be very relevant to the long termcare hospital



problem By having said that, that's probably the only part
where there's sort of a direct parallel. The rest of it, the
study popul ati on we have to look at here in terns of markets and
hospitals, the database in effect, is very different.

DR WOLTER: | think this was very well put together and
certainly it's anbitious when you | ook at | ooking at DRGs and the
self-referral issues and all of these things.

| think though, that if we get some good information back
that this could be very, very helpful. And as you know, |'mvery
interested in the DRG profitability issue because | think, even
aside fromthe specialty hospital issue within the not-for-profit
hospital sector itself |lots of decisions around business strategy
get made on that basis which are not always driven by what's in
the best interest of the services needed by the beneficiary. So
| think that could take us in a nunber of directions.

And then that | would just underscore, | think the whole
i ssue of self-referral is so inportant and it is a very difficult
i ssue, an enotional issue. W have rules about it in sone areas
but not in others. But when is it a conflict of interest to be
referring to yourself and when is it not? And there are gray
areas here. But | think that discussion can be quite val uable.

DR. WAKEFI ELD: No rush. Go-ahead.

MR. DURENBERCER: W're on the sane plane, go ahead.

DR. WAKEFI ELD: You're right, we are on the sane plane, it's
true. You're not |eaving wthout ne, Dave.

You nentioned in the text that you provided us that
proponents of specialty hospitals suggest that patient
satisfaction is perhaps higher for patients treated in those
facilities.

s there anything that you could access that woul d give us a
sense fromnational datasets in conparing these hospitals to non-
specialty hospitals about the patient satisfaction? Any read
that we could get on that?

Because your quality data, as you indicated, are pretty thin
in ternms of what you're going up to look at. Could you do
i npatient satisfaction or is that not going to be an option?

MR PETTENG LL: That's sonething we'll have to explore. |
hadn't considered that. But certainly, if there are data at CM5,
but I'mnot sure about that. W'Il have to talk to Karen and see
what we can dig up

MR. DURENBERGER: O course, since | made that crack about
bei ng your nother...

DR. WAKEFI ELD: Peopl e who weren't here yesterday won't
under stand t hat.

MR. DURENBERGER: Al an, are you Medicare-eligible yet?

DR NELSON:. Yes.

MR. DURENBERGER: OCh, there's two of us.

| have two suggestions. One of them does go to sort of the
heart of the study. But the study is really great and it's
really terrific.

One is sort of like a suggestion about focus. And | think
as | ook over what the specialty hospitals say about thensel ves,
efficiency, quality, satisfaction, innovation, and things |ike
that, that is the sane thing that people care about. And so



just think if the focus of the report, like the very last thing
up there, really is on answering the question which is what
should communities look like in terms of high quality,

i nnovati on, access, choice, a whole variety of things |like that.

The ot her issues, which are the conplaints from genera
hospital s, probably are not necessarily the first choice of
priorities by the vast majority of citizens, although they are
inmportant to sonme and they do need to be dealt wth.

But if we focus this not just as one group versus anot her
group and who's right and who's wong and so forth, but just
think about it as a community of people and highlight the things
t hat peopl e ought to be concerned about, which are efficiency,
quality, satisfaction, innovation, access, choice and so forth,

you can still get to the sanme issue. But | think the report has
nore neaning to | egislators who asked you for it.
The second one is related to that. 1In the study plan

think the selection of the communities you go to is very

i nportant because there are communities in this country that are
al ready starting to deal in some way with this issue not just

| egi sl atively.

And in that regard, if you would add to the |ist of people
that you talk to purchasers, particularly |large enployers. And
if you can get beyond the sort of |level of frustration that they
have when they see this conpetition going on and they know
they're paying for it but they don't understand it, try to
understand better as you | ook at various of these comrunities
what role the purchasers believe, on behalf of enployees and al
that sort of thing, they could or mght be able to play in this
whol e process. | think it would give us sone hel pfu
i nformation.

And |'m assum ng the people at the Center for Studying
Heal th System Change, who | know hel p us out at various tines,
can be hel pful to you in both regards.

MR. HACKBARTH. Anybody el se?

Okay, thank you very nuch



